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JOINT FINANCIAL MANAGEMENT 
IMPROVEMENT PROGRAM 

a Jdnt Financial Management Improvement Program was 
bV ths h i g e t  and Accounting Procedures Act of 1950. It 
nd cooperative undertaking of the Mfice of Management 

Budlgl\, the General Accounting Office, the Treasury Depart- - & h n a d  Services Administration, and the Civil Service Cow 
-, WkhI In cooperation with each other and with each of the 
-nl WnCic#. The overall objective of JFMIP is t o  improve and 
*Ir*dinrtr financial management policies and practices throughout * w n w n s n t  SO that they will contribute significantly to  the 

a d  efficient planning and operation of governmental 
e9mr. 

FOREWORD 

This booklet i s  based on the report of an interagency study 

which was appointed by the Joint Financial Management Im- 
provement Program to study the "Use of Operating Budgets for 
hogram Management.'' The members of this study team are listed in 
Appendix A. 

The study team reviewed practices in a number of Federal 
aB@nCies, with the assistance of Executiue Management Service, incor- 
porated. The team members also drew on their own broad experi- 
ences in budgeting and other aspects of financial management. 

It i s  clear that there i s  no one "right way" to use operating 
budgets to aid in the management of programs. Each agency must 
tailor its system to f i t  its own organization and management policies. 
The study team, however, has come UQ with a number of guidelines 
wfiich I believe can be useful to many Federal agencies and other 
governmental organizations. 

Donald C. Kull 
Executive Director 
Joint Financial Management 

Improvement Program 

For sale by the Superintendent of Documents.  US.  Government 
Prlntlng O f f i c e .  Waohrngton. D C 20402 
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INTRODUCTION 

The t e r m  " o p e r a t i n g  b u d g e t s "  a s  u s e d  i n  t h i s  pape r  
refers t o  a s h o r t - t e r m  p l a n  f o r  managing t h e  re- 
sources of a n  o r g a n i z a t i o n .  
have l o n g  e x t o l l e d  t h e  v i r t u e s  o f  o p e r a t i n g  b u d q e t s  
and o f t e n  l a m e n t e d  t h e i r  i m p r o p e r  or i n s u f f i c i e n t  
us@ i n  t h e  F e d e r a l  Government.  A s  a consequence ,  
t h e  Government fi I P S  arc  f u l l  of c o r n p c t c n t l y  w r i  t t - p n ,  
h i g h l y  t e c h n i c a l  d i s s e r t a t i o n s  o n  "mati,iq i nri I~ 'cdr~rt i  1 
resources. 

F i n a n c i a l  managers  

h a v e  been d e s i g n e d  a n d  i n s t a l l e d .  Some have 
succeeded;  many have  n o t .  

mod management of a l l  p rograms  a t  a l l  l e v e l s  of 
Government ca r r i e s  w i t h  i t  t h e  t r u s t  of p r o p e r  re-  
source management. N o  o n e  c a n  d e n y  t h e  f a c t  and f e w  

look to t h e i r  b u d g e t  and a c c o u n t i n g  o f f i c e s  for  
a s s i s t a n c e  i n  c a r r y i n g  o u t  t h i s  t r u s t ?  One can o n l y  
Presume t h a t  t h e  reasons go  s o m e t h i n g  l i k e  t h i s :  

t r y .  Why, t h e n ,  d o n ' t  m o r e  F e d e r a l  manaqers 

a) Many F e d e r a l  p rograms h a v e  e x p e r i e n c e d  
f a i r l y  r a p i d  qrowth  o v e r  t h e  y c a r s ,  a n d ,  S i n r e  
i n  Some C n S p S  t l 1 c b r p  11'3s bt.c.n no sc'r iot~r; ..;liort - 
age of resources, t h e r e  sccmcd t o  be n o  ~0111- 
p e l l i n g  need  f o r  t i g h t  management o f  t h e s e  
resources. 

b) R u l e s  f o r  t h e  u s e  of o p e r a t i n g  b u d g e t s  seem 
t o  be d e s i g n e d  " for  somebody e lse"  because  t h e y  
o f t e n  a re  w r i t t e n  t o  a c h i e v e  a u n i f o r m i t y  Of 
app roach  among m a r k e d l y  d i f f e r e n t  programs and 
are  n o t  f l e x i b l e  enough t o  a p p e a l  t o  t h e  mana- 
ger of a u n i q u e  program.  

C )  O p e r a t i n g  b u d g e t s  s e e m  t o  be an  a c c o u n t i n q  
to01 f o r  t h e  u s e  of a c c o u n t a n t s .  The program 
manager r a t i o n a l i z e s ,  " N e i t h e r  t h e  Budget and 
Account ing P r o c e d u r e s  A c t  o f  1 9 5 0  a s  amended, 
nor t h e  A n t i - D e f i c i e n c y  A c t  o n  o v e r s p e n d i n q  h a s  
any d i r e c t  impac t  on  my program b e c a u s e  t h e  
budget  s t a f f  w i l l .  g e t  t h e  f u n d s  and  t h e  accoun t -  
a n t  w i l l  c o n t r o l  cos t s . "  



d )  Major a t t e n t i o n  i n  F e d e r a l  b u d g e t i n g  h a s  
u s u a l l y  been  on f o r m u l a t i o n  o f  a p p r o p r i a t i o n  
r e q u e s t s  r a t h e r  t h a n  on b u d g e t  e x e c u t i o n .  When 
a t t e n t i o n  h a s  b e e n  g i v e n  t o  b u d g e t  e x e c u t i o n ,  
t h e  emphas i s  u s u a l l y  h a s  been  on a v o i d i n g  over- 
o b l i g a t i o n s .  On ly  a few F e d e r a l  a g e n c i e s  have 
made e f f e c t i v e  u s e  of i n t e r n a l  o p e r a t i n g  budg- 
e ts  t o  assist i n  management o f  agency  programs- 

e )  Many program managers  have  become frus- 
t r a t e d  and  d i s c o u r a g e d  i n  a t tempts  t o  u s e  op- 
e r a t i n g  b u d g e t s  b e c a u s e  a c c o u n t i n g  s y s t e m s  i n  
many a g e n c i e s  t h r o u g h o u t  Government are  n o t  
p r o v i d i n g  t i m e l y  f i n a n c i a l  da ta  t o  t r a c k  
a g a i n s t  t h e  b u d g e t .  

f )  Top management h a s  n o t  shown much i n t e r e s t  
i n  o p e r a t i n g  b u d g e t s .  

g )  Late  e n a c t m e n t  of a p p r o p r i a t i o n s  t e n d s  t o  
create u n c e r t . a i n t i e s ,  f r u s t r a t e  t h e  manager ,  
and t h u s  i n h i b i t  p l a n n i n g  and u s e  of o p e r a t i n g  
b u d g e t s  . 

I n  summary, many program managers  have  been  " tu rned  
o f f "  because  t h e y  have  n o t  s e e n  a n y t h i n g  i n  t h e  
process o f  u s i n g  o p e r a t i n g  b u d g e t s  t o  b e n e f i t  them, 
and t h e y  do see a complex  d o l l a r - o r i e n t e d  bu rden  
added  t o  t h e i r  a l r e a d y - f u l l  agenda .  

I n d e e d ,  many e x i s t i n g  o p e r a t i n g  b u d g e t  s y s t e m s  f a l l  
s h o r t  of s e r v i n g  managers w e l l .  
t h e  E x e c u t i v e  Director of t h e  JFMIP a p p o i n t e d  a 
s t u d y  t e a m  o f  top-level  f i n a n c i a l  managers  t o  ex-  
plore  t h e  " U s e  of O p e r a t i n g  Budgets  f o r  Program 
Management. The team r e p r e s e n t e d  a cross sec t ion  
o f  e x p e r i e n c e  and  i n v o l v e m e n t  i n  ma jo r  F e d e r a l  pro- 
grams i n c l u d i n g ? t h e  G e n e r a l  Accoun t ing  O f f i c e ,  t h e  
A t o m i c  Energy Commission, t h e  G e n e r a l  Serv ices  
A d m i n i s t r a t i o n ,  t h e  C i v i l  S e r v i c e  Commission, and 
t h e  Depar tments  of T r e a s u r y ,  A g r i c u l t u r e ,  Labor ,  
and H e a l t h ,  E d u c a t i o n  and Wel fa re .  

Recogn iz ing  t h i s ,  

I n  t h e  E x e c u t i v e  Director 's  i n s t r u c t i o n s  t o  t h e  
team, h e  s t a t e d  t h a t  " w h i l e  some F e d e r a l  a g e n c i e s  
have  made v e r y  e f f e c t i v e  u s e  o f  i n t e r n a l  o p e r a t i n g  
b u d g e t s  t o  assist  i n  management of a g e n c y  programs,  
t h i s  management t oo l  h a s  n o t  been  u s e d  a s  e x t e n -  
s i v e l y  o r  as  e f f e c t i v e l y  a s  migh t  be possible ."  
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The g r o u p  w a s  askcd t o  draw up a s e t  of g u i d c l i n r s  
f o r  managers  t o  u s e  i n  d e t e r m i n i n g  when and how t o  
use o p e r a t i n g  b u d g e t s .  

REVIEW O F  E X I S T I N G  SYSTEMS 

The t e a m  w a s  f i r s t  faced w i t h  d e c i d i n g  how t o  pro-  
ceed. 
depth and b r c n d t h  o f  rcsc ; l rch  nc'ccssary t o  draw t h e  
Proper conc lus ions .  
P o s s i b i l i t i e s  w a s  so g r e a t ,  g i v e n  t h e  scope of Fed- 
e r a l  gove rnmen ta l  o p e r a t i o n s ,  and s i n c e  it was f e l t  
t h a t  r e s e a r c h  i n  d e p t h  might  w e l l  c l o u d  t h e  b roade r  
i s s u e s  w i t h  m i n u t i a e ,  t h e  team d e c i d e d  t o  base  i t s  
f i n d i n g s  on a r e l a t i v e l y  broad look a t  a r e p r e s e n t -  
a t i v e  g r o u p  of F e d e r a l  a g e n c i e s  which have been 
using o p e r a t i n g  b u d g e t s .  

The t e a m  t h e n  rev iewed t h e  u s e  b e i n g  made of oper -  
a t i n g  b u d g e t s  i n  t h i r t e e n  c o n s t i t u e n t  o r g a n i z a t i o n s  
wi th in  s i x  Depar tments  and t w o  Agencies .  T h i s  re- 
view i n c l u d e d  a compar ison  of e a c h  o r g a n i z a t i o n ' s  
Publ i shed  p r o c e d u r e s  w i t h  a se t  of f a c t o r s  t h a t  t h e  
team b e l i e v e d  migh t  be u s e f u l . i n  deve lop ing  and 
u t i l i z i n g  e f f e c t i v e  o p e r a t i n g  b u d g e t s .  (See Appen- 
dix B)  

R e p r e s e n t a t i v e s  of t h e  t e a m  f o l l o w e d  up w i t h  t h e  
o r g a n i z a t i o n s  t o  see how t h e  sys t ems  were r e a l l y  
Opera t ing  i n  compar ison  w i t h  t h e i r  pub l i shed  pro-  
cedures .  S e v e r a l  p o i n t s  were a p p a r e n t :  

An e a r l y  d e c i s i o n  had t o  be made as t o  t h e  

Sincc!  the ranye  of diELc.rc.nt 

General  F i n d i n g s  

1. 
t h e  c o n c e p t  o f  o p e r a t i n g  b u d g e t s .  

2 .  'l'hcrc was,  undc r s tnnd t lb ly ,  a s i g n i f i c a n t  
l a c k  o f  u n i f o r m i t y  i n  t h e  ways budgets  were 
deve loped  and pe r fo rmances  w e r e  t r acked  and 
i n  t h e  l e v e l s  t o  which r e p o r t s  were made. 

3 .  M o s t  of t h o s e  q u e s t i o n e d  f e l t  t h a t  oper -  
a t i n g  b u d g e t s  w e r e  u s u a l l y  a "by-product"  of 
t h e  e x i s t i n g  a c c o u n t i n g ,  b u d g e t i n g ,  and man- 
agement  sys t ems  and t h a t  t e c h n i q u e s  employed 
i n  t r a c k i n g  per formance- -whi le  t h e y  v a r i e d  
among t h e  agencies - -were  g e n e r a l l y  s a t i s f a c -  
t o r y .  
t i v e  p r o c e d u r e s  and  t h ree  o t h e r  agenc ie s  had 

A l l  managers  c o n t a c t e d  s t r o n g l y  suppor ted  

A t  l e a s t  t h r e e  a g e n c i e s  had ve ry  e f f e c -  
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effective systems at the operating level but 
results were not made known to, or used by, 
top agency staff. The team did not obtain 
enough information from the remaining seven 
organizations to evaluate their effectiveness 
but did obtain useful data from them. 

Some Common Factors: 

--All organizations covered by the study re- 
ported that operating budgets were prepared 
prior to, or early in, the fiscal year, and 
that budgets were usually prepared and/or 
issued to all program-level and field units 
of the organization. Almost half of the 
organizations develop budgets for units below 
thc major program level and below the Regional 
level. 

--Most of the organizations reported that the 
lack of timely Congressional action on their 
appropriation requests caused a major problem 
in developing operating budgets that had any 
continuity. There seems to be a general in- 
ability to adjust to this situation. These 
organizations had to prepare budgets based on 
anticipated funding levels under a continuin? 
resolution to be revised when the appropriation 
was subsequently received. Operating budgets 
are usually updated every three or four months 
thereafter . 

--All budgets had monthly or quarterly dollar 
levels (obligation or cost targets). All 
budgets were reviewed on a monthly basis. 

Some Differences: 

--Five organizations prepare operating budgets on 
a cost basis, one uses accrued expenditures, 
and five prepare their operating budgets on the 
basis of obligations. Two use obligations for 
their grant programs and costs for administra’ 
tive operations. 

--Seven organizations have relatively simple 
funding sources--primarily a single appropria’ 
tion. Two reported they had multiple appro- 
priations to consider in developing their 
operating budgets. 
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--Only five of the organizations related dollars 
to performance units in the operating budgets. 
The remainder compare actual dollars against 
the budget plans with no production or per- 
formance data reported. 

--Several orqanizations with scientific, medical 
and educational programs reported that output 
measures often could not be used, but that 
work plans by projects/tasks, milestones, or 
man-months required to complete could be used 
in conjunction with the budget plan to provide 
the necessary management control. 

--Although Operating budgets are structured in a 
variety of w, iys ,  thc  most common i s  by burlqrt 
activity and sub-activity within an appropria- 
tion. Variations depend on the operating and 
management patterns of the organization. Some 
variations are : 

0 Dollars and work units tied to work authori- 
za t ions 

0 Dollar plans related to program goals and 

0 Dollar plans related to organizational 

workloads 

staffing patterns and identifiable work- 
loads 

0 Dollar plans related to grant programs or 
to specific organizational entities. 

,-One of the most important differences noted in 
the review was the level of reporting perform- 
ance against the plan. 
Organizations’ procedures require progress or 
status reporting to top management, the review 
indicated that reports usually reached the 
middle manager only--with little or no feed-up, 
even on an exception basis, to.top management. 
Officials in several organizations noted this as 
a weakness. 

While most of the 

The Subject of operating budgets is a complex one, 
b u t  Officials in each of the organizations included 
in the review agreed that they are vitally neces- 
sary in order to make sound, dollar-based program 



decisions. 
needs of top managers and produces reliable data. 

Any system can be useful if it meets the 

PREPARATION OF GUIDELINES 

The guidelines which follow reflect both information 
gathered through the review process and the experi- 
ence of team members. They are written for that 
executive who may not be financially trained or 
oriented but who does need a basic understanding Of 
operating budgets. While the guidelines may suffer 
from over-simplification in the eyes of the finan- 
cial expert, it is believed that they are complete 
enough for those program executives who have a need 
to understand better how operating budgets are 
developed and used. 

G U I D E L I N E S  

A Simple decision that says, "we need an operating 
budget," leads to a series of questions that must be 
answered logically, or the base decision will not 
achieve reality. The questions are these : 

What is an operating budget? 

Why is it needed? 

Who needs it? 

What does it cover? 

How do I design it? 

How do I use it? 

What are some of the pitfalls to avoid? 

Where can I get help? 

What is an Operating Budget? 

It is a short-term plan for managing the resources 
necessary to carry out a program. This definition 
is necessarily broad because of the broad range Of 
Possibilities. "Short-term" can cover anything from 
a Period of weeks to a couple of years b u t  in the 
Federal Government operating budgets are usually 
developed for one fiscal year with changes made when 
necessary. An operating budget should facilitate 
comparisons between planned and actual consumption 
Of resources and accomplishment o f  goals. 

All departments and agencies prepare an estimate for 
inclusion in the President's budget, and most assert 
that they have operating budgets as well. 
however, the latter often has no relation to the 
former. The so-called operating budgets of some 
agencies are little more than an apparatus by which 
new obligational authority is distributed among agency 
organizations. These budgets arc essentially oriented 
to fund control rather than operations control. Thus, 
they have the name but not the substance of a true 
operating budget. 

In reality, 
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Whv is it needed? 

An operating budget is needed so that an organiza' 
tion knows at all times: 

0 Who is responsible and accountable for per- 
forming the work (organizational identifica' 
t ion 1 

What work is to be performed (outputs) 

What resources (inputs) are needed to pro- 
duce the outputs 

e What resources are available 

When plans and estimates are coupled with feedback 
concerning the actual results, managers have infor' 
mation that is essential to the performance of basic 
managerial functions. 

A successful program manager knows what is expected 
Of him by his superiors. He knows what resources, 
including dollars and manpower, he has and will have 
at his disposal, how the accomplishments will be 
measured, and h o w  often his accomplishments will be 
reviewed. He knows how to plan and to carry out 
his responsibility effectively and is, at all timeS# 
able to respond to the review-and-approval hier- 
archy. 
budget. 

This is the effective use of the operatincl 

Who needs it? 

Anyone who is responsible for a Federal program and 
is accountable for the resources assigned to carry 
Out the mission. 
decisions that have an impact on resources. 
includes most managers in the Federal Government-' 
first-line managers, middle managers, and top mana- 
gers. 

Anyone who must make managerial 
This 

what does it cover? 

An operating budget should include all resources 
that are necessary to carry out a program (funds, 
staff, equipment, supplies, space, other resourcest 
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and Workload). 
'ita1 to the control of come functions, may not be 
"CeSsary in all cases. 
Suffice for Some and, in tihe most rudimentary cases, 
?rSonnel controls might well be sufficient, i.e., 

small office that involves a simple mission, a 
that is 90 percent personnel costs, and only 

One Source of funds. The manager of such a function 
'Ontrols his resources when he manages his staff by 
-Ontrolling hiring, promotions, salaries, and over- 
?lme against his available personnel dollars. Other 
Items such as space rental, equipment, and supplies 

His principal concern is 
'oget his mission or function accomplished with the 
*rsonnel available. He can keep close track of his 
2?@rations through his daily contacts and analysis 
'f any periodic fund reports available. 

wanY Program managers are faced with more complex 
gLtuations. Some have a major program or program 
" V m t  that involves both a staff operation and a 
?lor program function. 

"Ontrol, and he must depend on others below him to 

His primary means of con- 
t ro l  is a reporting system to monitor the operating 
raRt or  obligation targets, to determine that rc- 
saUrCes are effectively used, and to see that the 

.*P and the manager at the operating level both need 
?%d Planning to achieve this objective. 

Fnqers at all levels need to be concerned with 
-Imely program planning and with directing and con- 
'-rolling operations. 

An elaborate cost system, while 

Simple obligations will 

directly controllable. 

In such cases, only a por- 
Of the costs may be directly under a manager's 

that the program function is carried out and 
properly used. 

*. t;%tram objectives are achieved. The manager at the 

--Timely program planning means determining ob- 
jectives and priorities and relating them to 
resources. &en planning data are late and 
resources are subject to last minute cuts and 
shifts in program priorities, the purpose is 
defeated. 

"Directing and controlling operations may in- 
volve a number of different techniques. The 
commitment of resources and shifting of re- 
Sources, as priorities or objectives change, 
Present a constant challenge. Flexibility is 

n 



h e l p f u l  t o  a manager .  The b e s t  manager i s  
one  who i s  i n  e f f e c t i v e  communicat ion w i t h  both 
h i s  s t a f f  and h i s  s u p e r i o r s .  H e  can  a n t i c i p a t e  
and p r e p a r e  f o r  c h a n g e s .  IIc is aware  o f  pro- 
d u c t i o n  or p e r f o r m a n c e  problems and moves t o  
s h i f t  r e s o u r c e s  p r o m p t l y  t o  meet t h e  cha l l enge .  
The o p e r a t i n g  b u d g e t  t o  him i s  n o t  a formal, 
s t a t i c  documen t ,  b u t  a record and  p r o j e c t i o n  of 
what c a n  b e  a c h i e v e d  i f  h e  c a n  manage h i s  re- 
s o u r c e s  p r o p e r l y .  To  m e e t  t h e  c h a l l e n g e ,  he 
must be a l e r t  t o  a l t e r n a t e  methods which m i g h t  
accompl i sh  work on  a s h o r t e r  s c h e d u l e  or a t - a  
l o w e r  cost .  

llow d o  T d e s i g n  i t? 

The f irst  t h i n g  t o  be d e t e r m i n e d  i s  which ope ra t ions  
s h o u l d  be c o n t r o l l e d  a n d  measured  t h r o u g h  t h e  use of 
o p e r a t i n g  b u d g e t s .  The i d e n t i f i c a t i o n  of t h e s e  OP- 
e r a t i o n s  s h o u l d  be a c c o m p l i s h e d  c o o r d i n a t e l y  with 
t h e  b u d g e t ,  a c c o u n t i n g ,  and  program s t a f f s .  

U s u a l l y ,  as a minimum, a n  o p e r a t i n g  b u d g e t  should  
i n c l u d e  each  a c t i v i t y  w i t h i n  a n  a p p r o p r i a t i o n  and 
e a c h  major program c a t e g o r y  w i t h i n  a n  o r g a n i z a t i o n .  
T h e r e  w i l l  u s u a l l y  be a f u r t h e r  breakdown below the  
b u d g e t  a c t i v i t y  l e v e l .  
t o r i c a l  deve lopment  h a s  led t o  a ser ies  of d i s c r e t e  
and u n r e l a t e d  categories  (e .g . ,  when t h e  appropr i a -  
t i o n  s t r u c t u r e  i s  n o t  c o n s i s t e n t  w i t h  t h e  program 
s t r u c t u r e  or t h e  o r g a n i z a t i o n  s t r u c t u r e ) ,  e f f o r t s  
t o  b r i n g  them a l l  i n t o  a g r e e m e n t  w i l l  pay off i n  
b e t t e r  and eas ie r  management.  

The second t h i n g  t o  d o  i s  t o  d e f i n e  c l e a r l y  t h e  
e l e m e n t s  i n c l u d e d  i n  t h e  o p e r a t i n g  b u d g e t s .  

T h i r d ,  t h e  m e a s u r a b l e  u n i t s  o f  o u t p u t  s h o u l d  b e  
d e t e r m i n e d ,  i f  f e a s i b l e ,  a g r e e d  upon,  and used  in 
t h e  o p e r a t i n g  b u d g e t s .  

F o u r t h ,  d e p e n d i n g  upon n e e d s ,  a d e c i s i o n  shou ld  be 
made a s  t o  w h e t h e r  t h e  o p e r a t i n g  b u d g e t s  and t h e  
r e p o r t s  of a c t u a l  p e r f o r m a n c e  s h o u l d  be on a n  o b l i -  
g a t i o n ,  cost, a c c r u e d  e x p e n d i t u r e  or  c a s h  basis .  

If measu rab le  u n i t s  of o u t p u t s  have  been  determined 
o r  i f  t h e r e  i s  a n e e d  t o  o b t a i n  r e imbursemen t ,  t h e  
cos t  b a s i s  s h o u l d  be u s e d  as none o f  t h e  o t h e r  bases 

I n  t h o s e  a g e n c i e s  where h i s -  

“Cessa r i ly  re la tes  to t h e  t i m e  p e r i o d  i n  which t h e  
work i s  per formed ( o b l i g a t i o n s  and a c c r u e d  expendi-  
tures c o u l d  p r e c e d e  t h e  p e r i o d  i n  which t h e  work i s  
?erformed and t h e  c a s h  d i s b u r s e m e n t  u s u a l l y  o c c u r s  
in a l a t e r  p e r i o d ) .  C o s t  is t h c  o n l y  f i n a n c i a l  
3@aSUre which c o i n c i d e s  w i t h  t h e  p e r i o d  i n  which 
Wrformance o c c u r s .  The cost  o f  a u n i t  i s  d e t e r -  
ained by t h e  r e s o u r c e s  a p p l i e d  t o  i t s  accomplishment 
reqard less  of when t h e  o b l i g a t i o n  o c c u r r e d ,  t h e  
goods o r  s e r v i c e s  were r e c e i v e d ,  o r  when t h e  b i l l s  

p a i d .  Work per formance  compar i sons  between 
p e r i o d s ,  between o r g a n i z a t i o n s ,  o r  between 

SuPervisors  are m o s t  v a l i d  when t h e  cost  bas i s  is 
Wed. 

s&, t h e  period of t i m e  cove red  by t h e  budgets  
r e p o r t s  s h o u l d  be decided. Normal ly ,  monthly 

more or less  f r e q u e n t  r e p o r t i n g  should be 
are needed b u t  t h e r e  may b e  some s i t u a t i o n s  

used. 

The most i m p o r t a n t  s t e p  i n  i n s t a l l a t i o n  i s  commit- 
All p a r t i e s  who a r e  i n v o l v e d  i n  t h e  use of  

Operating b u d g e t s  must be committed t o  t h e  p r o j e c t .  
? h i s  r e q u i r e s  t r a i n i n g ,  involvement  i n  d e c i s i o n s ,  
and P r e s e n t a t i o n  i n  such  a manner t h a t  everyone can 
readi ly  see “ w h a t ‘ s  i n  i t  fo r  m e . ”  A u n i l a t e r a l  
docis ion can  r e s u l t  i n  <-, poor ly  control 1c.d p r o j ~ c t .  

“ow do I u s e  i t ?  

h e  t h i n g  v e r y  c lear  i n  a r e c e n t  s u r v e y  w a s  t h a t  no 
managers u s e  t h e  o p e r a t i n g  budge t  t h e  same way. 

Some u s e  it s o l e l y  a s  a p l a n n i n g  document ,  simply 
for g e t t i n g  a p l a n  down on  p a p e r  and t h e n  f o r g e t t i n g  
it .  Other s  u s e  it p r i m a r i l y  a s  a d o l l a r  s c o r e  c a r d ,  

see how close t h e y  come t o  m e e t i n g  costs, p l a n s ,  
3r o b j e c t i v e s .  Most of t h o s e  i n t e r v i e w e d ,  however, 
rea l ly  t r y  t o  make e f f e c t i v e  u s e  o f  t h e  o p e r a t i n g  

t o  p l a n ,  t o  cont ro l ,  and t o  e v a l u a t e  program 
Performance. 
:lve d e c i s i o n s  i n  t o d a y ’ s  env i ronmen t  w i t h  c o n s t a n t l y  

They are concerned  a b o u t  making e f f e c -  

1 1  
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increasing costs and the pressures for decreasing 
Federal spending wherever possible. 

I 

,I. 
Several expressed the need for better and more re- z 
sponsive reports as a basis for decision-making and ! 
program control, the two factors that make operating 4 

.j budgets important to them as they are faced with 2 
a 
.# 

overwhelming workloads, reduced resources, and con- 
stantly increasing costs. They must make responsive j; 

decisions on a variety of matters to carrv out respon' .' 
sibilities that involbe the expenditure oi public 
funds for a wide-ranging group of Federal programs. 
Their decisions have a real impact on whether the 
programs are successful or not. 

Simple analyses often work best. A comparison of 
actual experience to plans will usually highlight 
trends and matters that require more in-depth review. 

Variance analysis--between planned and actual-- 
provides an early warning system and may be traced 
from higher to lower organization and program 
levels. Variances are not necessarily indicative 
of problems, but managers have indicated that vari- 
ance analysis is a useful tool. 

The managers interviewed were constantly seeking to 
improve their techniques for planning, analyzing, 
and controlling costs and performances. Several 
were concerned about the lack of incentives to spur 
the line manager to improve his operation. High- 
lighting major variances in management meetings has 
proven to be an important technique for several 
agencies. This has occurred where the accountant, 
the production man, and the project manager can 
evaluate and analyze the problem together and agree 
jointly on corrective action. 

There are oCher techniques and much has been written 
on scientific management, management by objectivest 
quantitative analyses, modeling, etc. Managers have 
different techniques with a common objective--to get 
the job done on schedule at the least cost. 

What are some of the pitfalls to avoid? 

An operating budget can 

--become unmanageable to top managers, middle 
managers, and first line managers if it is not 
designed to meet the needs of each level of 
management. 

--be too complex and detailed to be readily un- 
derstood. Managers may then set it aside as 
cumbersome and useless. 

--be too late or too inaccurate for use in 
decision-making. 
accuracies are more useful than accurate data 
available months after the decisions had to 
be made. 

Timely data with minor in- 

--be out-of-synchronization with the accounting 
system, which may not be geared to produce 
the right kind of actual data to use in track- 
ing against plans. This continues to be one 
of the major problems in the Federal sector. 
Many agencies simply do not have accounting 
systems that produce timely management reports. 
Too many systems are geared solely to meet 
government-wide fiscal reporting needs. 

--be out of touch with the rest of the budget 
process - operating in a sort of budgetary 
vacuum. 

Whether the agency has a cost system or an obli- 
gation system, it must have a relatively simple way 
to plan and track the dollar impact of its programs 
Several illustrations of reporting formats used by 
Some agencies for operating budgets are shown in 
Appendix C .  

And most important--the cxecutivc who d e c i d e s  LO 
install an operating budget can become t o o  busy wit, 
other things and not use it. It will only function 
if top management makes it work by using it and 

its use throughout the organization. 
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APPENDIX A 
Where can I get help? 

The Management Sciences Training Center of the Civil 
Service Commission offers a number of financial 
management training courses which are available to 
all agencies. 

Questions on use of operating budgets may be ad- 
dressed to the Executive Director, JFMIP, 666 
Eleventh Street, N.W., Suite 705,  Washington, D.C. 
20001. The JFMIP can serve as a clearinghouse to 
refer agencies wishing to improve their use of 
operating budgets to other agencies with relevant 
experience. 

JFMIP STUDY TEAM ON 
OPERATING BUDGETS 

rRichard E. Miller , Chairman 
Comptroller, Department of Labor 

Steve L. Comings 
Assistant Commissioner, Comptroller 
Bureau of Government Financial Operations 
Department Of the Treasury 

Deputy Assistant General Manager, Controller 
Atomic Energy Commission 

David Dukes 
Deputy Assistant Secretary for Finance 
Department of Health, Education and Welfare 

pa Ime r Marc an ton io 
Office of Financial Management 
General SCrViCc?S Adruin i s t r a t  ion 

Richard Maycock, Deputy Director 
Financial and General Management Studies Division 
General Accounting Off ice 

Jerome Miles, Director 
Office Of Budget and Finance 
Department of Agriculture 

J .  Edward Murphy, Director 
F 1 n a n c i a 1 Man age me n t T1 r a i n i n g 
u.5. Civil Service Commission 

Leslie D. Thorn, Assistant Comptroller 

Department of Labor 

Charles Troell, Assistant Controller for Accounting 
Energy Research & Development Administration 

J *Victor CO~SO 

I Financial Policy & Systems 

I 

*Retired f rom Government service. 
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1. 

2. 

3 .  

4 .  

5 .  

6 .  

7 .  

a. 

9. 

FACTORS TO CONSIDER IN DEVELOPING 
AND USING OPERATING BUDGETS 

Preparation Timing 
- Under a Continuing Resolution 
- After a Congressional appropriation enactment 
- Revision 
Level of Preparation and/or Issuance 
- Headquarters 
- Regions 
- Field offices 
Financial Basis 
- Obligations 
- costs 
- Accrued expenditures 
- Outlays 
- Cash 
Sources of Fundinq 
- Di r c > c - t .  
- Reimbursable 
- Multiple appropriations 
- Revolving fund and other receipts 
Financial Data and/or Quantified Work Unit 
- Programs 
- Activities 
- Objects 
Personnel Ceilings 

Manpowcr Measures 
- Man years 
- Man months 

Level of Reporting 
- Integrated 
- Pyramid 
Review Frequency 

SAMPLE REPORTING FORMATS 

FOR OPERATING BUDGETS 

NOTE: These are Some of the reporting formats 
which agencies have found useful fo r  
operating budgets. Each agency should 
develop the format which best serves its 
own management purposes. 

1 6  
17 



APPENDIX C 

APPROPRIATION 

FINANCIAL MANAGEMENT REPORTING SYSTEM 
FOR MONTH ENDING 

C O S T S  AND OBLIGATIONS BY APPROPRIATION AND BUDGET A C T I V I T Y  

BUDGET CURRENT Y E A R - T O - D A T E  
A C T I V I T Y  MONTH COST COST COST PLAN OBLIGATIONS O B L I G A T I O N / L I M I T  

ADMINISTRATION : 

- - A c t u a l  cost of operations by major a c t i v i t y .  

- - O b l i g a t i o n s  i n  re la t ion  t o  t h e  c u r r e n t  f i s ca l  year budget. 

--A ready reference t o  the p l a n s ,  both cost and obl iga t ions ,  
for the  f i s ca l  year t o  date. 

When the cost or obligation amounts for a specific appropriation vary significantly from plans, 
v a r i a n c e s  c a n  be i d e n t i f i < - d  and referred t o  manaqers  far review and explanation. 

APPEND1 X 

FINANCIAL MANAGEMENT REPORTING SYSTEM 

PROGRAM COSTS AND HOURS 
FOR MONTH ENDING 

ADMINISTRATION : 

PROGRAM 
~ 

N u m b e r  D e s c r i p t i o n  

COST DATA 

(List p r o g r a m s )  

HOURS DATA 

( L i s t  programs) 

CURRENT MONTH 

YE AR-TO-DATE 

P l a n  ANNUAL PLAN 



APPENDIX C 

TO : ( A l l o w e e l  A p p r o v e d  B y  A l l o t t e e  

FROM: (CBOB M a n a g e r )  Approved By Al lowee  
( s i g n a t u r e  d a t e )  

FINANCIAL MAVAGEMENT REPORTING SYSTEM 

PROGRAM P E R F O X W C E  - COSTS AND HOURS 
FOR MONTH ENDING 

D a t e  

D a t e  C o s t  C e n t e r  X X X X X X X Z 

ADMINISTRATION : 

h, 
P 

Month Plan - A/ 

Q u a r t e r l y  P l a n  

PROGRAM 
NO. 

1st Q u a r t e r  2nd Q u a r t e r  3rd Q u a r t e r  4 th  Q u a r t e r  

J u l y  A u g  SeFt  O c t  N o v  D e c  J a n  Feb Mar A p r  May June 

xxx xxx x u  xxx xxx xxx xxx xxx xxx xxx xxx xxx 

XXX xxx 

412 

41210 

PROGRAM 
NO. 

412 

41210 

- 

NO, - 

1 
2 

1 
2 
- 

NO. - 

1 
2 

1 
2 

PERFORMANCE FACTOR 
D E S C R I P T I O N  

COST DATA 

Wage Standards 
E m p l o y e e s  H e l p e d  
I n v e s t i g a t i o n s  

M i n i m u m  S t a n d a r d s - L o w  
Wage Work e r s 
knployees - I n c o m e  G a i n e d  
I nves t iga t ions  

PERFORMANCE FACTOR 
DESCRIPTION 

HOURS DATA 

Wage Standards 
E m p l o y e e s  H e l p e d  
I nves t iga t ions  

M i n i m u m  S t a n d a r d s - L o w  
Wage Workers 
E m p l o y e e s  - I n c o m e  Gained 
I n v e s t i q a t i o n s  

CURRENT 
MOhTH COST 

sxsxxxxx 

xxxxxxx 

CURRENT 
qONTH HOURS 

xxxxxx 

xxxxxx 

CURRENT 
MONTH VOLUME 

xxxxx 
xxxxx 

xxxxx 
xxxxx 

CURRENT 
MONTIi VOLUME 

xxxxxx 
xxxxxx 

xxxxxx 
xxxxxx 

YEAR-TO-DATE 
COST VOLUME 

sxxxxxxx 
xxxxxx 
xxxxxx 

xxxxxxx 

xxxxxx 
xxxxxx 

YEAR-TO-DATE 
HOURS VOLUME 

xxxxxx 
xxxxxx 
xxxxxx 

xxxxxx 
xxxxxx 
xxxxxx 

ANNUAL PLAN 
COST VOLUME 

~xxxxxxxx 
xxxxxx 
xxxxxx 

xxxxxxxx 

xxxxxx 
xxxxxx 

ANNUAL PLAN 
HOURS VOLUME 

xxxxxxx 
xxxxxx 
xxxxxx 

xxxxxxx 
xxxxxx 
xxxxxx 

APPENDIX C 

C o s t  i n  T h o u s a n d s  
1 I I 



APPENDIX C 

4 c t u a l  

$ 

I 

COST BASED OPERATING PLAN REPORT 

FOR PERIOD ENDING 

C o s t  C e n t e r  XXXX C o s t s  Shown i n  Thousands 
I 

% A c t u a l  
U s e d  To  
Planned 

% 

L 

A c t i v i t i e s  

B r e a k d o w n  
of P l a n  

.- 

PROGRAM 

h) 
W 

) l an  

I ' For T h i s  Month 

BUDGET 
APPROVED 

BY CONGRESS 

C u m u l a t i v e  T o  D a t e  

COST BUDGET REPORT 
PROGRAM SUMMARY 

AS OF 
I N  THOUSANDS O F  DOLLARS 

F I N A N C I A L  
PLAN 

F I S C ?  

ESTIMATE 

YEAR TO DATE MONTHLY 
I VARIANCE AVERAGE 

ACTUAL I OVERRUN I AVAILABLE 

Xemain- 
ing P lan  

For 
Y e a r  

lo l lars  
L e f t  

avail-  
ab l e  

.. . . 

APPENDIX C 

MONTH1 ' COSTS 

AUG JULY 



APPENDIX C 

A. SELECTED PERFORMANCE 
MEASURES 

1. Productivity of 

a .  Volume 
b.  Total  cost  
c.  U n i t  cost  
d. Manyears 
e .  Productivity 

B. EXPENSE ANALYSIS 

1. Expenses and manyears by 
organization: 
a. Division of XYZ 

1) Expenses 
2 )  Manyears 

C. RESOURCE REQUIREMENTS & 

F I N A N C I N G  

1. Requirements : 
a. Expense (per B above) 
b. Bridge t o  funded 

accrued expend.: 
1) Inventory, inc. 01 

2 ) ,  Fixed a s s e t  t rans-  
decrease ( - 1  

act ions : 
a )  Funded c a p i t a l  

outlay 
b) Other a s s e t s  

acquired 
C )  Current dcprc- 

c i a t i o n  provi- 
sion ( - )  

SAMPLE 

SUMMARY OF BUREAU OPERATIONS 
THROUGH FY __ 
k 

Actual 

,R TO DAT 

:xpensc 

ipproved 
BUCkJCt 

2 4  

FULL YE 

'ro jected 
Results 
a s  of 
.c---- 

i PROJECT1 

Expense 
Dudqet 

Approved 

Y COMPARE 

P~lIldPd 
Budget 
Enacted 

2 5  
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WITH BUDGET AND PRIOR YEAR 
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C.  RESOURCE REQUIREMENTS & 

FINANCING (CONTINUED)  

YEAR TO DATE 

Expense 
Budget 

Approved 

d )  A s s e t  d isposi-  
t i o n s :  
1. Gross book 

2 .  Accumulated 
value ( - )  

deprec. 
c )  Sub to ta l ,  fixcd 

a s s e t  t r ans -  
ac t ions  

3 )  Unfunded l i a b i l i -  
t i e s  increase ( -1 
o r  decrease 

4 )  Special charges o r  
c r e d i t s  ( - 1  t o  i n -  
vested c a p i t a l  

c .  Subtotal  - funded 
accrued expenditures 

d. Funds appl icable  t o  
undelivered o rde r s ,  
increase o r  decrease 
(-1 

e .  Subtotal - Oblig. in-  
curred 

f .  Funds t o  be ob l ig .  o r  
written-off 

g. Effect of rounding 
h.  Total resource 

requirements 

Vari  ancc 

SAMPLE (CONTINUED) 

SUMMARY OF BUREAU OPERATIONS 

FY - THROUGH 

2 6  

FULL YEAR PROJECTION COMPARED W I T H  BUDGET AND PRIOR YEAR 

rojected 
Rcsu I t s  
a s  of 

Expense 
Budget 

Approved 

Funded 
Budqc t 
Enacted 

Prior 
Y r .  

Resu 1 t s 

Var iancc 

From 
Expense 
Budget 

From 
Prior 
Year 
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